This paper provides direct evidence that managerial style is a key determinant of the firm's cost of capital, in the context of private debt contracting. Applying the novel empirical method by Abowd, Karmarz, and Margolis (1999) to a large sample that tracks job movement of top managers, we find that managerial style is a critical factor that explains a large part of the variation in loan contract terms. The loanterm-related managerial styles correlate with managerial styles of firm performance and corporate decisions, implying that certain managers achieve better firm performance via lower cost of capital and other desirable non-price loan terms. We further find direct evidence that banks "follow" managers' job changes and offer loan contracts with preferential terms to their new firms. Some of the preferred managerial styles reflect managers' personal characteristics, such as managerial ability, authority and conservatism.
Introduction
Cost of capital, inevitably, is one of the most important inputs of firm operation.
To a great extent, it reflects the information asymmetry between the inside management and outside stakeholders. Cost of private debt is one typical example, as the lenders have more incentive to reduce the information asymmetry and actively monitor borrower's operation and performance.
Loan pricing reflects the borrower's default risk, conditional on the information content of the lenders 1 . In the extensive literature investigating information asymmetry between lenders and borrowers (Flannery, 1986; Houston and James, 1996; Diamond, 1991; Schenone, 2010; Dass and Massa, 2011) , and among syndicated lenders (Bolton and Scharfstein, 1996; Bris and Welch, 2005; Sufi, 2007) , the top managers of borrowers are usually left out of the picture 2 . This is surprising given that top managers, being the key agents of shareholders, hold the most comprehensive information set regarding firms and enjoy strict authority over the decision-making process. Thus, if available, information such as how managers evaluate risks and make decisions will surely enhance the accuracy of loan contract evaluation.
Motivated by a growing body of literature that relates managerial style to corporate decision-making, this paper looks at whether and how the managerial style helps to explain the variation in cost of capital in the context of bank loan contracting.
Managerial style, econometrically proxied by manager's fixed effect, captures the unobservable time-invariant attributes and nature of the individual manager, including but not limited to her confidence, cultural background, risk-preference, credibility, etc. A manager with certain style displays consistent characteristic ways of decision-making, which makes it extraordinarily important in explaining variations in corporate policies, performance, etc. For example, Bertrand and Schoar (2003) find that the heterogeneity of the manager fixed effect is not only a powerful explanatory variable for the unknown part of firm performance and firm decisions in investment, finance and strategy, but it is also persistent for the same manager across firms. The "style" associated with better firm performance is usually present in firms with better governance and is better compensated (Graham, Li and Qiu, 2012) . Dyreng, Hanlon and Maydew (2010) , and Bamber, Jiang and Wang (2010) relate managerial style to firms' tax avoidance and voluntary financial disclosure choices and find it to be significant, in addition to the other well documented economic determinants. Fee, Hadlock and Pierce (2013) join the debate on the existence and significance of managerial style by studying exogenous CEO turnovers and finding that a firm's policy does not display abnormally pronounced variation after an exogenous CEO turnover and that the F-test is inappropriate and inaccurate for testing the joint significance of styles.
Noteworthy, certain managers' demographic characteristics, personal background or education, may be related or contribute to the managerial style. For example, an MBA degree promotes aggressive strategies, and being an early birth cohort is related to more conservative decision-making (Bertrand and Schoar, 2003) . Managers with military or financial background display conservative or precise character, respectively (Bamber, Jiang and Wang, 2010) . A number of works further explore the unobserved (at least not explicitly observable to outsiders) attributes that relate to managerial style, including overconfidence (Malmendier and Tate, 2005; Galasso and Simcoe, 2010; Hirshleifer, Low and Teoh, 2012;  Malmendier, Tate and Yan, 2011; Kolasinski and Li, 2012; Dezso and Ross, 2012) , conservatism (Vasvari, 2006) , risk aversion (Graham, Harvey and Puri, 2012; Coles and Li, 2013) , media exposure (Malmendier and Tate, 2009), etc. Dezso and Ross (2012) , for example, find that banks grant loans at lower prices to firms in which managers display optimism by delaying execution of their vested options.
Given that managerial style is a critical component in corporate decision-making, information-sensitive lenders are very likely to value and incorporate managerspecific "style" into loan contracting, if it has information content beyond the firm's observable attributes. First, top managers are responsible for the firm's operational performance and other strategic decisions. If a manager's decision-making is consistent with her "style", lenders are better able to assess the contract risk.
Second, a firm's credit choices reflect the managers' personal credit choices to some degree. For example, using managers' primary home purchase information, Cronqvist, Makhija and Yonker (2012) find that a firm's leverage choice is consistent with the manager's personal choice. Thus, managers credit preferences (or even creditability) through prior lending activities provide lenders with extra information. Third, the literature on social networks shows that networking through business connections is a valuable activity for top management (Hochberg, Ljungqvist and Lu, 2007; Engelberg, Gao and Parsons, 2012) . It facilitates the efficiency of information transmission and mitigates agency conflict (Kuhnen, 2009) . Therefore, if a manager changes jobs, her prior connections with the bank may facilitate the use of private debt in the new firm, and the prior loan contracts also provide additional information on the contracts to be made in the new firm. This paper aims to fill the gap by exploring managerial style in bank loan contracting and investigating some related issues. First, we examine whether managerial style is a key determinant of the financial contract, and to what extent it explains the variation in contract terms; secondly, whether managerial style embedded in the loan contract is consistent with the styles related to corporate decision-making and firm performance, and whether it is persistent over time.
Thirdly, we look at how lenders perceive and value managerial style.
We use a large dataset that tracks the movement of CEOs and CFOs across the S&P 1500 firms from 1992-2010 and employ the novel empirical approach by Abowd, Karmarz, and Margolis (1999) . We find that managerial style is one of the most important factors in explaining the variation of the loan contract, incremental to the observable firm financial attributes and unobservable firm and year fixed effect. Economically, the loan spread-related managerial style explains 21.7% of the variation in loan spread, i.e. more than the part explained by the firm fixed effect (6.6%). Similarly, covenant-related managerial style explains 29.5% of the variation in number of covenants, which is more than the part explained by the firm fixed effect (12.1%) and by the combination firm control and year fixed effect (24.0%).
The managerial styles also vary by an economically large magnitude. The loan spread-related style, for example, has a standard deviation of 77 basis points. The interquartile difference for the managerial style associated with the number of covenants is around 0.98.
In addition, the loan-term-associated managerial styles are also correlated with previously found styles in corporate policies. For example, we find managers related to lower leverage ratios are associated with lower loan spreads. Managers with better performance are offered smaller spreads. Also, managers, whose style is associated with preferential loan terms, such as better prior bank connections, fewer covenants, and less requirement to use performance pricing or secured loans, are granted higher compensation.
We then examine if the managerial fixed effect associated with loan terms is persistent when managers change jobs or, in other words, if lenders value the same managerial style across firms. To separate the managerial fixed effect as between the old firms and new firms, we take two approaches. First, we assume that the firm fixed effect in the old firm is not related with the fixed effect of the new firm, and regress the variables of interest on control variables, year fixed effects and manager fixed effects; excluding the firm fixed effects. Thus the correlation between managerial fixed effects of the old and new firms reflects the consistency of managerial fixed effect across firms. This approach is subject to the concern that the firm fixed effect of the old firm may be correlated with the fixed effect of the new firm. Thus, our second approach is to regress the variables of interest on the control variables and the firm and year fixed effect for both the new and old firms. The residual from both regressions should contain the unobserved managerial fixed effect, but not the common time-invariant effect between the old and new firms. We then regress the residual of the new firm on that of the old firm. The correlation indicates the persistency of the managerial style. Under both approaches, we find that managerial style is persistent across firms in which the manager is employed.
To directly examine if lenders are aware of the managers' style, and offer debt contract to managers' new firms, we examine the new firms' new lenders that emerge from the manager's prior connections and compare them to a matching sample. The matching sample is constructed by assigning the moving manager to a random firm that does not have a top manager. We find that 41% of moving managers "bring in" their previously connected banks to the new firms, compared with only 2.5% of the matching sample. These "brought in" banks offer loan contracts with more favorable terms, including lower spreads, fewer covenants, less requirement for collateral, etc. This evidence directly supports the argument that managers' specific information is valued by lenders and that previous banking relationships reduce the information asymmetry.
Further, we examine if the top managers' characteristics are associated with loan contract styles. We find that managers with higher general ability (measured by the General Ability Index from Custodio, Ferreira and Matos, 2012) and powerful CEOs (Morse, Nanda and Seru, 2011) obtain lower spreads. Managers born in World War II and the great depression period are also associated with lower spreads, less covenants and other preferential loan terms.
To ensure that our results are not driven by our choices of top managers, we perform robustness checks with alternative samples. We find consistent results when the sample is limited to moving CEOs or extended to top management teams.
And when we include firms with multiple moving managers in the same year, and isolate the effect of each mover, our results are still robust. We acknowledge that the price and non-price terms of the loan contract are jointly determined. We use 2SLS to control for the endogeneity of loan price, debt maturity and collateral requirement. Our main story line remains intact.
To further strengthen our findings in a strictly exogenous setting, we follow Fee, Hadlock and Pierce (2013) and compare the changes in loan terms around CEO deaths. Using the difference-in-difference approach, our results are robust and consistent with the main argument. This further supports the view that managerial style is an important determinant of firm operations. This paper makes several contributions to the literature. To the best of our knowledge, it is the first attempt to directly examine the importance of managerial style in the firm's cost of capital. We show that information content embedded in manager's style is critical in determining the terms of a loan contract. Managerial style significantly mitigates the information asymmetry when the manager's lending activities in the previous firms are known. Second, our work provides new evidence on how private debt is priced. Manager's prior business connections with banks are valuable to the new firm; not only do prior related banks "follow" the manager's move, but they also offer contracts with preferential terms that reflect the information content.
Third, this paper adds to the growing literature on managerial style. By linking managerial style with cost of capital, we provide a mechanism through which managerial style is related to a firm's decision making and performance. Also, this paper fits well into the debate on the existence and significance of managerial style and provides strong and supportive evidence that banks "follow" moving managers and a CEO's exogenous death leads to changes in loan contract terms.
The rest of paper proceeds as follows. In Section 2, we start by describing the method and constructing a sample that enables tracking managerial style across firms. Section 3 tests the main hypothesis on the existence and significance of loan contract-related managerial style. In Section 4, we examine directly if banks value and incorporate managerial style into the contract. Section 5 provides additional tests that relate loan contract managerial style to manager's characteristics, personal background and compensation. Robustness checks are presented in Section 6, and Section 7 concludes.
Method, Sample and Model

Method
To isolate managerial style, we face the challenge of separating the manager fixed effect from the firm fixed effect in order to identify the managerial styles of managers who have changed jobs (referred to here as movers) during our sample period. This is possible only if the two are not perfectly correlated. The traditional approach 3 for separating the manager and firm fixed effect is to use a sample that tracks only the movers and the firms that have employed them. This approach faces two shortcomings -limited sample size and thus limited generalizability of the results -because we examine only movers, who may be different from non-movers.
And, ensuring that movers are involved in loan contract activities in both the old and new firms further constrains us to a very limited number of observations. Thus, we adopt the method of Abowd, Karmarz, and Margolis (1999, AKM hereafter) . This method is relatively novel in the finance area. Graham, Li and Qiu (2012) apply it in examining the managerial style of compensation. We herein also give a brief description of the methodology 4 . The AKM method circumvents the small sample problems and selection bias by means of a unique sample construction. The basic idea is to group the movers and related non-movers into clusters. Start with one mover and all the firms that she has worked for, add all the managers that have worked for these firms; then repeatedly add all the firms that these managers have ever worked for until no more related managers or firms can be added. Next, select another mover and form a new cluster of managers and firms.
The process continues on to a final sample that includes not only all the movers but also the non-movers connected via related firms. In this way, the manager fixed effect for a non-moving manager can be estimated if the firm she works for has employed a mover, which makes the results more generalizable.
Data and Sample
We start the sample construction by identifying the top managers in S&P 1500 firms. We get a manager's full name and job title from Execucomp, 1992 to 2010.
The moving manager must have worked for at least two different firms in the Execucomp universe. For our main sample, we require that the mover be a CEO or CFO in either the old firm or new firm. This ensures that the managers have significant influence over corporate decision-making. CFO movers are included because the literature argues that they are influential in financial decisions. We further require that the manager work at least for 2 years 5 (two consecutive Compustat statements) in both the old and new firm, so as to be considered strategically involved in firm operations. We eliminate firms where multiple moving managers are in place 6 , since it is more difficult to separate managerial styles among several managers. In Section 6, we perform robustness checks by including these movers and firms in the sample.
From the sample of moving managers, we compile the AKM clusters of moving managers, their related firms and the firms' related non-movers. The non-movers must also be active CEOs or CFOs, to ensure that the managerial styles of movers and non-movers are comparable. For each firm with a qualified mover, we keep all the firm-year observations, including years in which the firm has no movers 7 . We then merge the sample with Dealscan to incorporate the bank loan information. We eliminate movers (and related clusters of firms and non-movers) that are not involved in loan activities in either the old and new firms. Finally, we merge the sample with Compustat for the financial statement information. We obtain the antitakeover provisions and board structures from RiskMetrics, and institutional ownership from Thomas Reuters 13F.
Our final sample comprises 320 moving managers, 1895 non-movers, 1189 involving firms and 11473 loan facilities, from 1992 to 2010. The summary statistics are presented in Table 1 . We also include the firm attributes of the entire Execucomp universe for comparison. The means by which we calculate the variables are described in the Appendix.
In general, our sample does not display much disparity compared with the entire Execucomp universe. As shown in Table 1 , the sample firms are of similar size (12.78 billion in total assets) as the entire Execucomp universe (12.76 billion). From the capital structure side, the sample firms are slightly higher leverage (0.309) than the Execucomp universe (0.234) and Z-score (1.731, versus 1.654 for the Execucomp universe), in line with the use of private debt for sample firms.
The average loan contract is for 560 million dollars, priced at 135 basis points (over LIBOR), matures in 45 months, and has 0.992 covenants; and 27.8% of the loans are secured.
Model
To separate the managerial fixed effect from the firm fixed effect, we use the following model.
in which, , is the variable of interest and includes the price and non-price terms of the loan contract. is the year fixed effect, is the firm fixed effect, , is the time variant control variables. We use the latest financial information prior to loan origination as controls. is the manager fixed effect and , the error term.
We also want to examine the relative importance of managerial style in determining the loan contract. Using the coefficient estimates from the AKM approach (equation (1)), we are able to isolate the importance of the different factors: manager fixed effect, firm fixed effect, time-variant firm control and time fixed effect. The decomposed importance of each factor is calculated by dividing the covariance of the dependent variable and the factor by the variance of the dependent variables 8 .
Managerial Style and the Loan Contract
How important is managerial style for the loan contract?
We first examine if manager style explains the variation in cost of debt and other non-price contract terms. We include firm size, leverage, market-to-book ratio, Zscore, profitability and tangibility as our time variant firm control variables.
Additionally, we control for firm governance 9 via the G-Index (number of antitakeover provisions, compiled by Gompers, Ishii and Metrick, 2003) , number of board members, percentage of outside directors and the institutional ownership ratio. To further account for some observable variations among managers, we control for manager's age and tenure. Our main tests examine several loan terms, including loan price (spread over LIBOR), time to maturity, collateral requirement, loan size, number of covenants, number of syndicated lenders, loan concentration, prior lending relationship, and performance pricing. We also control for loan purpose, loan type and loan ratings in the main tests. The results are reported in Table 2 , Panel A.
As we recognize that loan terms are jointly determined, robustness is examined via two approaches. First, as in Table 2 , Panel B, the variables of interest are limited to loan spread, debt maturity and collateral requirement; all the other loan terms are designated as control variables. The results are very similar to those in Table 2 The results in Table 2 show that managerial style is very important in explaining the terms of the bank loan contract. As shown in Panel A, managerial style accounts for 12%-33% of the variation in loan terms, which, in all the loan terms that we examine, explains a higher portion of variations than the firm fixed effect. And for some terms, such as loan maturity, collateral requirement, number of covenants, prior lending relationship, and performance pricing, managerial styles account for even more of the variation than do firm control and year fixed effect combined. This strongly supports our conjecture that managerial style is a key factor in bank loan contracting. In addition, for most of the loan term related managerial styles (except for loan concentration and maturity), over half of the managers exhibit significant managerial styles, comparable to the results in Bamber, Jiang and Wang (2010).
We report the distribution and the correlation of the loan-term related managerial styles in Table 3 In addition, these loan-term related managerial styles are correlated, as shown in Table 3 , Panel B. For example, managerial style for higher spread is also related to lower loan amounts, higher syndicate concentrations, shorter maturity, more stringent collateral requirement, etc., implying that lenders value managerial style consistently in when offering contracts.
Is managerial style embedded in loan contract related to that in corporate policy and firm performance?
Given that managerial style is a key factor in the bank loan contract, we would like to know if the styles associated with lower cost of debt and other preferential non-price terms are related to better corporate decision-making and to better firm performance.
We follow the prior literature and examine the top management involved in decision-making and firm performance, including capital expenditure, R&D expenditure, leverage ratio, cash holding ratio, advertising expenditure, SG&A, number of acquisitions during the fiscal year, and the firm's return-on-assets. The results are shown in Table 4 . Each cell represents the coefficient from one regression of a single loan term related managerial style on one corporate decision (or firm performance) related managerial style.
Not surprisingly, the managerial styles associated with the loan contract are consistently related to those for financial policies and firm performance. Take the loan spread for example: managerial style associated with higher loan spread is also related to higher leverage, lower capital expenditure, low spending on SG&A, fewer acquisitions, and poor performance (measured with ROA). And managerial styles related to longer debt maturity or lower requirement for collateral are associated with better firm performance. These results build a connection between the financial contract and desirable managerial styles that contribute to better corporate decisions and firm performance. Lower cost of debt, and preferential nonprice loan terms are very likely to be one channel through which the firm's performance is improved.
Is managerial style persistent across old and new firms?
The previous results are based on the assumption that manager fixed effects exist and are persistent across firms. One may question whether the empirical results from pooled sample could be driven by unobserved firm related factors in either the old or the new firm, but not both. For example, it is possible that the managerial style associated with lower loan spreads, is driven by the high credibility of the old firm, which may not be present in the new firm. In this section, we address this concern by looking at the correlation of movers' managerial style as between old and new firms. We follow Bertrand and Schoar's (2003) two approaches. First,
we use the following model for the mover's fixed effect in old and new firms without controlling for the firm fixed effect, as in this case the firm fixed effect and managerial fixed effect are perfectly correlated.
Then we regress the manager fixed effect for the new firm on that for the old firm, to test whether a single manager's style is related across firms.
This approach assumes that the unobserved time invariant firm fixed effects are not systematically related across old and new firms. However, it is likely that managers are not randomly assigned to the new firm, but are matched according to firm attributes and managerial characteristics. In other words, the old and new firms share some unobserved features such that the same manager fits into both positions. Assuming this is the case, it is possible that the correlation between managerial styles of the old and new firms captures the similarity of firm fixed effects rather than the consistency of managerial style. To address this issue, we adopt the second approach: control for the firm fixed effect but not the managerial fixed effect, as in equation (3). In this way, the residual from the regression should contain the managerial fixed effect that is not related to the time invariant firm effect. We thus regress the average residual for the new firm on that for the old firm, to get a clearer picture of the consistency of managerial style across firms.
It is noteworthy that by separately examining the managerial style in the old and new firms, the statistical significance could be reduced due to the smaller number of observations and contamination from the firm fixed effect.
The results are shown in Table 5 . Each cell gives the correlation of underlying managerial style as between the old and the new firms. Column (1) shows the results for the first approach, which drops the control for firm fixed effect. Column These results provide additional evidence that managerial style embedded in the loan contract is persistent and that managers associated with preferential loan contracts in the old firms display similar styles in the new firms.
Do Banks Value Managerial Style?
In the previous section, we showed that managerial style is a critical determinant in explaining loan contract variations and that it is related to other corporate decisions. Here, we directly investigate if banks value managerial style, and utilize this information in designing loan contracts for moving managers' new firms.
To test if the banks actively "follow" the movement of managers and offer contracts to the manager's new firms, we construct a unique list of banks for each manager's new firm. These banks have prior relationships with the movers through lending activates in the mover's old firm but not with the new firm, and these banks have also been involved in the loan contracts during the period when the mover works for the new firm. We find that, on average, over 41% of these managers "bring" their previously connected banks to the new firms. (if more than one), we pick the one with market-to-book ratio closest to that of the new firm. We then check within the matching sample, how many firms have new financial contracts in[ , + 3] offered by banks that were related to the mover in question while she was in her old firm. In doing this, we assume that the manager in question had moved to the matching firm instead. We find that only 2.5% of the matching firms have a new bank relationship that is part of mover's previous bank network, i.e. much lower than the 41% found above. This demonstrates that banks do "follow" managers when they switch firms. The results are shown in Table 6 .
In addition, we examine if these "following" banks offer loan contracts that incorporate information on manager style. Since these banks have previously had lending relationships with the moving managers, we expect that, in cases where they approve of the managerial style, they will offer loan contacts with lower prices and preferential terms.
The results validate our conjecture. We find that these banks are involved in loans with lower spreads and fees, fewer covenants, and fewer syndicated lenders.
This supports the information asymmetry theory that previously related banks offer better loan contracts with reduced information opacity. It also provides strong evidence that lenders value information about managers, including information on managerial style.
Loan Contract Related Managerial Style and Manager's Attributes
Since good managerial style is associated with better loan terms, we want to know (1) if these desirable styles are compensated, and (2) if the styles are related to the manager's characteristics.
We first test if loan term related managerial styles are compensated. We obtain manager compensation information from Execucomp. We use the cash compensation (annual salary plus bonus) to capture the base setup of the compensation and short-term incentives, and the total annual compensation (item tdc1) to capture the overall compensation, including long-term incentives. The results are in Table 7 , Panel A. Each cell represents the coefficient from one regression of compensation on the underlying loan term related managerial style, controlling for firm specific characteristics. For example, the first cell indicates that the spread related managerial style is positively related to cash compensation. And one standard deviation of the covenant managerial style (0.98 covenant) is related to 0.12% higher the total compensation (about 8,000 dollars). Moreover, prior bank relationship is also related to higher compensation at more economically significant level. However, the compensation displays limited variation with respect to loan term related managerial styles. One explanation is that, a compensation package is constructed on firm specific characteristics, such as firm size, leverage, market-tobook ratio, firm performance, etc., for which we have already controlled. Thus if favorable managerial style is related to lower cost of debt and thus better firm performance, managers will be compensated based on the evaluation of firm performance, but not of the cost of debt. Therefore, in our test, we are able to find only limited evidence that favorable styles are compensated.
Prior studies have shown that managers' personal background, experience and other characteristics are associated with the generally unobserved managerial style.
We follow the literature, and test several key personal characteristics that are associated with manager's experience, risk-aversion, conservatism and authority.
More specifically, we use the General Ability Index compiled by Custodio, Ferreira and Matos (2012) The results are shown in Table 7 , Panel B. Each cell represents the coefficient from a regression of one managerial style on one particular manager's characteristics. As regards the spread related managerial style, for example, managers with higher General Ability Index are related to lower spreads, indicating that better abilities and network connections contribute to lower debt costs.
Managers born during WWII or the great depression period are also related to lower spreads, consistent with the view that these managers are more conservative and risk averse in nature. We also find that managers with higher authority in the firm are associated with lower spreads. The coefficients on number of covenants and collateral requirement tell a consistent story.
Robustness Checks
We perform several robustness checks to ensure that our results are not driven by sample selection issues or spurious correlations.
10 CEOs with greater general ability index (generalists, in contrast to "specialists" with lower general ability index) have longer and more diversified executive working experience. The index is compiled with the personal working and network information from BoardEX. Though the index is time variant, the changes are relatively small for one manager after she becomes CEO or CFO. 11 The power index is likely to vary when managers change firms; we thus use the average of manager's power index during our sample period as the time invariant proxy for authority.
Alternative samples
Our main sample covers movers who are CEOs or CFOs in either old or new firms. And we require that there be no more than one mover in one firm-year. This may lead to a sample selection problem. To address this concern, we compile three additional samples: one that further restricts the movers to CEOs, and one that expands the focus from CEOs and CFOs to the top management team, defined as all the executives in Execucomp. The third sample includes CEOs and CFOs, and allows one firm to have more than one moving managers in the same year.
When we restrict the movers to CEOs or expand the sample to top manager teams, we obtain results similar to the main sample, mainly because the moving CEOs constitute the majority of the moving managers. When we expand the sample by including firms with multiple movers in the same year, and disaggregate the effect of each manager, our results exhibit lower significance. This is intuitive, as the overall manager effect on the loan contract is decomposed among two or more managers. The results are shown in Table 8 .
The results conclusively demonstrate that our main story is robust to sample selection. They also strengthen the idea that CEOs and CFOs have styles that are the most influential in determining the loan contract.
Simultaneous equations
It is intuitively clear that the price and the non-price terms are jointly determined in the loan contract. To eliminate the bias of the managerial fixed effect results from the endogenous non-price term on the right hand side, we adopt the two-stage least square method (2SLS).
The model draws on the discussion of Bharath, Dahiya, Saunders and Srinivasan (2011), which indicates that loan price is affected by loan maturity and collateral requirement, while loan maturity and collateral requirement affect each other. Our choice of instrument variables also follows Bharath, Dahiya, Saunders and Srinivasan (2011). We use the default spread and the average spread of the loan completed over the previous six months as instruments for spread, the loan concentration and dummy indicator for regulated industries as instruments for collateral requirement, and asset maturity as the instrument for debt maturity.
Empirically, the model is implemented via the 2SLS approach. In the first stage, we obtain the estimated terms given the choices of instrument variables and all the other control variables; in the second stage, we substitute estimated variables and apply the AKM method to obtain the managerial fixed effect. As shown in Table 9 , the results remain unchanged compared with the main ones.
Manager's death as exogenous shock
To further strengthen the argument that managerial style matters in bank loan contracting, we provide additional checks using CEO deaths as exogenous shocks and apply the diff-in-diff approach.
As argued by Fee, Hadlock and Pierce (2013), CEO turnover can comprise endogenous decisions made by the board in compliance with the planned changes in the direction of future firm policies and decision making. Therefore, any difference in bank loan terms before and after the turnover is not necessarily the result of the change in styles of CEOs. It may be that the board intends to hire a new CEO and change the operational policies simultaneously. Also, if bank loan terms remain unchanged over a turnover, this does not imply that managerial style does not exist, because for the same firm, it is very likely that similar types of CEOs are preferred in order to minimize the operational disturbance. We first conduct univariate tests for the key contract terms before and after the turnover. If the firm has multiple loan contracts before or after the turnover, we use the loan amount weighted average. The results are in Table 10 (A). We find that loan spread, facility amount and the loan maturity change significantly around the manager's exogenous turnover, supporting the our argument that managerial style is a key determinant of loan contracting.
To further ensure that the changes are indeed driven by manager related factors, employ the diff-in-diff approach. For each treated firm, in the year of manager turnover, we find matching firms within the same 2-digit SIC industry, with total assets between 80% and 120% of those of the firm in question, but no manager turnover. Among all the candidates, we choose up to 5 firms that have book-tomarket ratio closest to the firm in question.
12 Due to the missing variables for loan information, the tests are based on fewer observations.
We then use the diff-in-diff approach by creating the interaction term for manager turnover and treated group. Thus we are able to compare the change of loan terms before and after the turnover between treated and matching samples.
The results are in Table 10 (B). We lose some statistical and economic significance for loan amount and loan maturity with the control of firm and contract level variables. But we are still able to find that the loan spreads are significantly higher after a managerial turnover, consistent with the managerial style argument.
Conclusion
With a large sample that tracks the movement of managers, and the novel empirical approach by Abowd, Karmarz, and Margolis (1999), this paper provides direct evidence that managerial style is a key factor that explains a large portion of the private debt contract. In addition, we find that managerial styles in loan contracting are correlated with the styles of firm performance and corporate policies, implying that certain managers achieve better firm performance through lower cost of capital and other desirable private loan contracts. For example, a manager with a lower spread style is associated with better performance, lower capital expenditure, lower SG&A and fewer acquisitions. When we separately measure managerial style in old and new firms, we find the style to be persistent.
We further show directly that banks value managerial style, "follow" managers' moves, and offer loan contracts to their new firms with preferential terms, such as lower spreads and fees and fewer covenants, implying a reduction in information asymmetry. Some of the preferred managerial styles are compensated and reflect the personal background of the managers. For example, managers with better general abilities or higher authority are associated with lower spreads, while managers born during WWII or the great depression are also offered preferential terms, mirroring the nature of their conservatism.
Our results are robust to sample selection issues and the simultaneous nature of the price and non-price terms of the loan contract. This table reports the main results on the role of managerial style in bank loan contracting. The tests are conducted using the novel empirical method by Abowd, Karmarz, and Margolis (1999) . In Panel A, We examine ten common terms of the loan contract, namely the loan price (spread over LIBOR), time to maturity, requirement for collateral, loan size, number of covenants, number of syndicated lenders, loan concentration of syndicated lenders, total fee, prior related lending, and performance pricing. In Panel B, we limit the variables of interest to loan price, time to maturity and collateral requirement, with all the other terms controlled. Panel C reports the correlation of managerial styles obtained from Panel A and Panel B.
Appendix: Variable Calculation
In each test of Panel A and Panel B, we report the number of observations used, total number of moving managers, percentage of manager fixed effects that are significant at 10% level. We also decompose the relative importance of different factors of independent variables, including the manager fixed effect, firm fixed effect, the combination of firm attributes control and year fixed effect, and the unexplained part. The decomposition is done by dividing the covariance of dependent variable and the factor of interest by the variance of the dependent variable. We also conduct an F-test to examine the null hypothesis that all the manager fixed effects are equal to zero.
The calculation of variables is detailed in the appendix. (1999) . Each cell represents the coefficient of regressing one of the loan term related managerial styles on one of the financial policy (or firm performance, measured by ROA) related managerial styles. Standard deviations are reported in parentheses. *, **, and *** denote the significance at the 5%, 1%, and 0.1% level, respectively. The calculation of variables is detailed in the appendix.
(1) (2) (3) (4) (5) (6) (7) (8) (2), in which we drop the control of firm fixed effect, and regress the manager fixed effect of the new firm on that of the old firm. Column (2) uses the residual approach, in which we keep the firm fixed effect control and drop the manager fixed effect control. And we use the average of the residual as the factor that contains the manager fixed effect. Then we regress the average residual of the new firm on that of the old firm. Each cell represents the coefficient from one regression. Standard deviations are reported in parentheses. *, **, and *** denote significance at 5%, 1%, and 0.1% level, respectively. The calculation of variables is detailed in the appendix.
(1)
Fixed effect approach This table reports the results for direct testing of whether lenders "follow" the moving managers and grant their new firms preferential loan contracts. Panel A reports the percentage of cases where the moving managers' previously connect banks (through the working period in the old firms) are involved in the loan contract of these moving managers' new firms. The sample here uses real data. Matching sample indicates the situation where we locate a matching firm that does not have moving managers during [t-3,t+3] period, where t is the year when the treated manager changes firms. The firm is required to have a loan contract during both the [t-3,t] and [t,t+3] periods in the same two-digit SIC industry and to be of firm size between 80% and 120% of the new firm. Among all the candidates (if more than one), we pick the one with market-to-book ratio closest to the new firm. We then check within the matching sample, how many firms have new financial contracts in [t,t+3] offered by banks that are previously related to the treated moving manager from her old firm.
Panel B reports the results for univariate comparison. We compared the loan terms between the contract from the banks that "follow" managers and the contracts of other banks. We conduct a t-test for the significance of the difference.
The calculation of variables is detailed in the appendix. (1999) . We report the number of observation used and total number of moving managers. We also decompose the relative importance of different factors of independent variables, including the manager fixed effect, firm fixed effect, the combination of firm attributes control and year fixed effect, and the unexplained part. The decomposition is done by dividing the covariance of dependent variable and the factor of interest by the variance of the dependent variable. We also conduct an F-test to examine the null hypothesis that all the manager fixed effects are equal to zero. The calculation of variables is detailed in the appendix. 
We use the default spread, and the average spread of the loan completed in the previous six months as the instruments for spread, the loan concentration and regulated industry dummy as instruments for collateral requirement, and the asset maturity as the instrument for debt maturity. The model is implemented by 2SLS. In first stage, we obtain the estimated terms with the choice of instrument variables and all the other control variables, while in the second stage, we substitute estimated value and apply the AKM method to obtain the managerial fixed effect. We report the number of observations used, total number of moving managers, and percentage of manager fixed effects that are significant at the 10% level. We also decompose the relative importance of different factors of independent variables, including the manager fixed effect, firm fixed effect, the combination of firm attributes control and year fixed effect, and the unexplained part. The decomposition is done by dividing the covariance of the dependent variable and the factor of interest by the variance of the dependent variable. We also conduct an F-test to examine the null hypothesis that all the manager fixed effects are equal to zero. The calculation of variables is detailed in the appendix.
(1) (2) (3) (4) (5) (6) (7) Panel A reports the results of the univariate test for key contract terms before and after the turnover. If the firm has multiple loan contracts before or after the turnover, we use the loan amount weighted average. Panel B reports the results for the diff-in-diff approach. For each firm, in the year of manager turnover, we find matching firms within the same 2-digit SIC industry, with total asset of 70% to 130% of those of the firm in question, but no manager turnover. Among all the candidates, we chose up to 5 firms that have book-to-market ratio closest to the firm in question. 
